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THE BAHAMAS: KEY BOONOMIC INDICATORS 


All values in U.S. $ million wless Exchange rate: 
otherwise indicated U.S. $1.00 = BS1.00 


1979 1980 1981 


Tourism 

Tourist arrivals (millions) 
Average length of stay (days) 
Tourist expenditures (estimate) 


ee 
m ‘4 164.9 


Savings 100.6 
Fixed deposits 213.3 
Interest Rates: 

Prime rate 11.00% 
Treasury Bill rate 8.65% 
Re-discount rate 9.48% 


Retail Price Index ©) 212.6 


Balance of Payments and Trade 
Government Revenue 278.2 


National Debt 343.1 
Public (total direct charge) 280.5 
Contingent Liability 62.7 

(public corporations) (c) 

Public Debt Service Ratio 

Interest Payments 
Intemal 
External 

Official Foreign Reserves 

Balance of Payments (Net 
Changes in Int. Re 

Visible Balance of Trade ta) 

Exports £.0-bs) 

U.S. share (a) 

Imports f.o. 8) 

U.S. share 


Construction and Power 

Building starts New Providence 
Number of buildings 
Value (Smillions) 

Building starts Freeport 
Number 
Value 

Electricity Produced (mill.kwh) 


Footnotes 


(a) Ml = currency in active circulation plus demand deposits with banks and 
Central bank; (b) Nov./Dec. 1971 = 100; (c) Interest and Redemption/Govt. 
Revenue (note: higher payments of principal may result in a higher public 
service ratio); (d) All trade figures exclude oil because statistics on oil 
when available are unreliable; (e) N/A means data is not available. 





SUMMARY 


The Bahamian economy continues to weather the world-wide economic 
recession better than most developing countries in the region 
although it too is feeling the effects. The Bahamas maintains 
positive foreign reserves bouyed in part by drawdowns on a $150 
million loan for a government hotel. The inflation rate has risen 
to between 13 to 14 percent. 


Tourism continues as the reliable mainstay of the economy although 
1981 showed a slight decrease of 7.6 percent over the 1980 season. 
The first quarter of 1982 is slightly below that of 1981. The 
Bahamas, Mexico, the Netherland Antilles, Jamaica, and the Domini- 
can Republic were the top charter markets for the first quarter 

of 1982. December 1982 is expected to be the high point in hotel 
expansion and construction in The Bahamas. 


Imports have continued to increase as consumer spending and con- 
struction has risen. The United States has increased its domi- 
nant share of the import market since most consumer items are 
principally U.S. manufactured and because of The Bahamas' prox- 
imity to the United States Bahamians prefer to purchase U.S. 
capital goods. 


The biggest economic problem facing The Bahamas is unemployment 
which jumped from 8.6 percent in 1973 to 21.2 percent in 1975 

and has remained at 20-22 percent since. The unemployment problem 
is caused mainly by the large influx of teenagers into the labor 
force and the increase in single-parent homes. Crime is in- 
creasing in The Bahamas and if it should reach a point where it 
impacts directly on tourism the economic impact could be de- 
leterious. 


The Bahamian Government encourages new foreign investment but is 
very selective on the type of projects it approves. Foreign 
investment in land and property is not encouraged and the sale 

of foreign-owned property to other than Bahamians is rarely 
approved. Opportunities exist for U.S. investment in Industrial 
Free Zones, especially for those industries which are labor in- 
tensive or involve high technology. Agriculture, while not high- 
ly developed in The Bahamas, offers a good investment opportunity 
since The Bahamas imports practically all of its foodstuffs and 
has a benign climate. 


CURRENT ECONOMIC SITUATION AND TRENDS 
The Bahamas is a stable upper middle income developing country 


whose economy is principally based on tourism and offshore bank- 
ing. Approximately 25 percent of the workforce is employed in 
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the hotel and restaurant sector and 10 percent in the finance 
and business services. The Government employs approximately 30 
percent of the work force. The Gross National Product (GNP) for 
1979 (the last year for which figures are available) was $1.083 
billion and the per capita income was $4,650. The economy's 
annual growth rate has averaged 3-4 percent. 


Unemployment remains a serious problem because of an expanded 
labor force composed of teenagers unable to find jobs after 
leaving school. A very high birth rate has led to a situation 
in which a large proportion of the population is under the age 
of 20 and migration of the unemployed from the Family Islands 

to New Providence has resulted in a concentration of the problems 
on the most populated island. The Grants Town or "over-the- 
hill" area of Nassau is where the unemployed are concentrated. 
Unemployment was 21 percent in 1975-77, dropped for a few years 
to approximately 14 percent, and has remained at an estimated 
20-22 percent since. Crime is on the increase and some of it 
probably can be attributed to the high unemployment rate among 
the youth. It is estimated that a very high percentage of the 
crimes committed by youths are drug related. Thus far it has 
not seriously affected the tourism sector, but if it should, the 
impact on the economy could be deleterious. 


Until recently, The Bahamas had one of the lowest inflation 

rates for the Caribbean area with an inflation rate of 7 per- 
cent in 1979--twice that of the previous year. In 1981, however, 
the inflation rate was an estimated 13 percent. Because the 
Bahamas imports almost everything, the bulk of it from the United 
States, its inflation rate can be expected to be a few percentage 
points higher than that of the United States. Unionized workers 
are seeking higher wages and focussing on housing subsidies to 
enable them to keep up with inflation in the housing market. 


TOURISM SECTOR: The boom in tourism continues although the 
worldwide recession has had its effects. Tourism increased 
rapidly in 1978 and peaked in 1980 at 1.9 million air and sea 
passenger arrivals. In 1981 there was a drop to 1.76 million 
arrivals, and the first quarter of 1982 indicates a modest drop 
over the same period in 1981. Because of the Bahamian dollar's 
parity with the U.S. dollar, which has been strong compared to 
the European currencies, the European tourist trade has dropped. 
Americans account for approximately three-quarters of The Bahamas’ 
tourist trade. 


In comparison with other Caribbean Islands, The Bahamas tourist 
trade ranks first in size (in terms of rooms available) and 
second by number of staying visitors. The Government is building 
a $150 million, 730-room hotel, with convention facilities and 
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casino, in Nassau. Its completion date is late 1983. The com- 
plex is expected to provide 1,100 new jobs. In addition to the 
730-room Cable Beach hotel under construction, only one new hotel 
has been constructed in the last 10 years, although many hotels 
have undergone expansion and/or refurbishment. In May of this 
year the Paradise Island Hotel was officially joined to the 
Britannia Beach Hotel, making it the largest offshore resort/ 
casino complex in the world. In January 1982 the Britannia 
Beach Hotel opened 352 rooms in a new, 12-story wing. The Gov- 
ernment also has embarked on a campaign to promote tourism to 
the Family Islands. 


North American Airlines made its inaugural flight to Freeport 
from Fort Lauderdale, Florida on June 1, 1982 with four flights 
daily approved and other Bahamian routes awaiting approval. On 
October 31,Pan American World Airways resumed its flights to 
Nassau and Freeport after having discontinued service in 1976. 
Other major American airlines serving The Bahamas are American 
Airlines, Eastern, and Delta Air. Numerous private charters 
also serve The Bahamas. One of the more immediate restrictions 
facing The Bahamas in its effort to increase tourism is the 
Nassau International Airport which cannot handle a larger volume 
of tourists without major structural changes. 


The Bahamas has two U.S. Government (Customs - Immigration - 
Agriculture) preclearance units at Nassau and Freeport which 

adds to tourism attraction since tourists do not have to clear 

at the port of entry where the congestion is apt to be greater. 
The Nassau unit has been in operation since 1959 and the Freeport 
unit since 1977. 


FINANCIAL SECTOR: The Bahamas is firmly established as a major 
international banking center with 342 banks and trusts licensed. 
Seventeen new companies were licensed in 1981 and eleven as of 
June 1982. Next to tourism, the banking and financial sector is 
the most important in terms of its contribution to the Gross 
Domestic Product which is estimated to be approximately 13 percent. 
Factors contributing to The Bahamas as a major financial center 
include its tax haven status (no income, profits, capital gains, 
or succession taxes); liberal legal provisions for registration 
and licensing of financial institutions; strict laws for main- 
taining bank secrecy; a favorable geographical location (including 
the location of Nassau in the same time zone as New York); and 

a climate of political stability. The most important factor 
having a negative impact on this sector is the increasing unreli- 
ability of the telephone system, the lifeblood of euro-currency 
transactions. 


The financial system of The Bahamas includes a domestic and an 
offshore sector. In addition to the strictly offshore banks, the 
domestic banks as well as some of the incorporated banks conduct 
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extensive offshore operations. This sector's contribution to the 
Bahamian economy has been substantial. Expenditures by financial 
institutions in 1981 were an estimated $97.3 million including 
Salaries (approximately half of the total), acquisition, con- 
struction or rental of office space, and government fees (license 
and registration fees, stamp duties, and work permits). Financial 
institutions employed 2,818 in 1981 of which 2,578 were Bahamian. 
These institutions also contributed indirectly to the balance of 
payments in the form of spending in The Bahamas by foreign visi- 
tors, including clients and personnel from headquarters. 


In 1978,the Government changed the insurance regulations to en- 
courage the location of captive insurance companies in The Baha- 
mas. Also, in 1977 the Government began ship registration to 
further expand the local financial base. Both of these endea- 
vors have been only modestly successful. 


INDUSTRIAL SECTOR: Almost all of The Bahamas' manufacturing ac- 
tivity is export oriented and, with the exception of the Bacardi 
rum and liqueur distillary, the largest firms are located in Free- 
port, Grand Bahama. The Hawksbill Creek Agreement Act of 1955 
grants the Freeport free industrial zone exemption from taxes on 
income, capital gains, real estate and personal property to 1990, 
and exemption from custom duties, excise and stamp taxes until 
2054. Most of the plants in the industrial free zone were set up 
in the 1960s, but a major petroleum refinery and an oil trans- 
shipment terminal were built in the 1970s. Except for those in- 
stallations, few new industries were developed in the 1970s al- 
though the Government provided substantial tax exemptions for 
certain activities through the Industrial Encouragement Act of 
1970. 


The only new major industrial company to open thus far in the 

1980s was a chemical company which held its grand opening October l, 
1982. There has been a net decline in the number of major indus- 
tries in The Bahamas. Diamond Crystal Salt Company in Long Island 
and the Grand Bahama Steel and Pipe Company have closed operations. 
The oil refinery because of low demand in the United States for its 
0il products is operating at 20 to 25 percent capacity. A cement 
company which was working near its capacity of 850,000 short tons 
soon after resuming its operations is at a virtual standstill. The 
mining of aragonite, a type of limestone with several industrial 
uses, extracted from the sea bottom at Ocean Cay, and sun-dried sea 
salt at Inagua, are other major export businesses. 


The Bahamas has become an important oil transshipment point to the 
United States. The Bahamas Oil Refining Company (BORCO) was es- 
tablished in 1969 in Freeport, Grand Bahama and Burmah Oil (Bahamas) 
Limited at South Riding Point was completed in 1973. The oil re- 
finery has a capacity of about 500,000 barrels a day and exports 
its output primarily to the United States. The oil transshipment 
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terminal, in which the Government has a sizeable stake, has been 
utilized well below its capacity since it began operations. Local 
small manufacturing industries include soft drink bottling plants, 
food processing and canning, dairies, costume jewelry production, 
straw handcrafts, leather crafts, perfume and cologne production, 
and a cottage industry of hand print fabrics. 


AGRICULTURE AND FISHERIES: The Bahamas imports over 80 percent of 
its food supplies, most of it from the United States. The Bahamas 
spent approximately $150 million on food imports in 1981. Local 
vegetable, fruit, and poultry production, has risen from $14.5 
million in 1967 to approximately $26.9 million in 1979. The 
Government over the past years has given priority to agricultural 
development by providing farmers with assistance in land clearing 
credit facilities, and technical assistance. Protective import 
tariffs are instituted on select vegetable crops during the local 
growing season. A Government-owned Produce Exchange purchases 
agricultural produce meeting minimum quality standards for subse- 
quent marketing at the wholesale level. The Produce Exchange has 
operated five packing houses since 1977 and recently constructed 
two additional plants. Cucumbers and tomatoes have been exported 
to the United States in the recent past. Persian limes and papayas 
are now being grown in Grand Bahama for export. The potential for 
growing high value crops has not been exploited. 


Maintenance and protection of the resources of the Bahamian 200 


mile fisheries zone continues to be a main Government policy ob- 
jective. Value of landed fish in The Bahamas for the first half 
of 1979 (the latest figures available) was $1.73 million. The 
breakdown of the most important are as follows: crawfish tails, 
$403,861 (90 percent exported); fresh conch, $259,889; grouper, 
$101,174; snapper, $239,362; and grouper filets, $154,518. 


TRADE PATTERNS AND FIGURES: The major exporters of oil into The 
Bahamas are Saudi Arabia, Nigeria, Libya, and Mexico. BORCO refines 
and processes crude oil into L.P. gas, naptha, kerosene jet fuel, 
diesel, fuel oils and other products. These products are marketed 
primarily in the United States. The United States, Canada, and the 
United Kingdom are The Bahamas' principal non-oil trade partners. 


More than 93 categories of Bahamian products with a total value of 
$55.4 million, were eligible for duty-free entry consideration under 
the U.S. System of Generalized Preferences (GSP) in 1981. Of this 
amount ,$23.7 million did not receive GSP duty-free entry for reasons 
not specified. in 1980 United States direct investment in The 
Bahamas was $2.7 billion. 


GOVERNMENT POLICY AND ACTION: The basis for the Government's 
policy on development, diversification, and investment is ex- 
pressed in the 1972 White Paper on Independence. Its basic pre- 
mises are three-fold: effective control over the national economic 
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environment; maximization of benefits to The Bahamas from domestic 
and foreign investment; and increased Bahamian ownership. This 
policy was reinforced in 1975 by the Prime Minister. 


In the speech from the throne at the opening of Parliament on 
August 10, 1982 the Government renewed its pledge to pursue a 
series of social and economic policies to ensure that all Baha- 
mians are able to participate fully in the mainstream of the 
country's social and economic activity. Among other objectives ~ 
were the creation of new job opportunities by the further expansion 
of the economy; the expansion of tourism to the Family Islands by 
amending the Hotels Encouragement Act to provide more favorable 
incentives to foreign and Bahamian investors; to strengthen the 
linkages between tourism and other sectors of the economy such 

as handicrafts, agriculture and fisheries; to further strengthen 
The Bahamas as a leading financial center and to attract captive 
insurance and ship registration; to actively seek out new indus- 
trial ventures and to establish free trade zones in New Providence 
and other Family Islands; and to encourage oil exploration in 
national waters. 


Whether these pronouncements mean there will be a major shift in 
the Government's efforts to attract foreign investment remains 

to be seen. The Bahamas has not been very successful in attracting 
industrial foreign investment despite its natural and man-made 
advantages. Some of its advantages are: political stability; its 
proximity to the United States and the close commercial and cul- 
tural ties; its English language which allows foreign investors to 
communicate directly with the Government agencies involved in the 
decision-making process; its extremely well developed banking and 
insurance industry; its highly developed infrastructure, particu- 
larly in Grand Bahamas; and its social and cultural amenities. 


One of the reasons The Bahamas has not been as successful as it 
could be in attracting industrial foreign investment is that it 
has not promoted this sector as vicorously as it has the tourism 
and financial sectors. The "Bahamianization" policy has been 
perceived negatively by the business community. It reserves cer- 
tain areas of the economy exclusively for Bahamian citizens: 
wholesale and retail distribution up to $2 million in value; 
commission agents engaged in the import and export trade; real 
estate agencies; public transportation by land, sea, and air; 
newspaper and magazine publication, advertising, and public re- 
lations; interior decorating; cinemas, theaters, nightclubs, and 
restaurants (except gourmet ethnic restaurants); construction up 
to $2 million in value; service establishments such as hair dress- 
ing, barbering, automotive and appliance repairs; guest houses 
and hotels of 25 rooms or less; fishing; and farming up to 25 
acres. 


The "Bahamianization" program also includes the hiring of Bahamians 
at all levels of management which is a noble social objective but 
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which is impractical in a small society where there are insuffi- 
cient numbers of trained personnel in all fields. Many companies 
have instituted training programs for Bahamians which are an 
additional cost of operating for expatriates. Work permits in 

The Bahamas are not granted routinely to fill the need and are 
expensive and difficult to obtain. If a company needs a techni- 
cian for a few days, or even a few hours, the red tape involved 

in securing the work permit is cumbersome and the resultant losses 
because of the disruption in operations costly. 


The Immoveable Property Act, which prohibits the sale of land to 
non-Bahamians, -- while not law -- is perceived as a negative 
factor in a company's decision to establish itself in The Bahamas. 
It runs counter to the concept of private ownership of the factors 
of production. While the Government can approve the sale of land 
for approved industrial uses, the negative perception of the policy 
has discouraged potential investors. 


IMPLICATIONS FOR THE UNITED STATES 


TRADE PROSPECTS: The United States is the trading partner of The 
Bahamas and accounts for about 75 percent of its non-petroleum 
exports and imports. U.S. consumer goods have the competitive 
edge because Bahamians are heavily exposed to Miami television, 
radio, and newspaper advertising, and because of the shorter de- 
livery time, lower freight costs, ease of ordering and financing. 
Many Bahamians travel to the United States to shop, particularly 
during the holiday seasons. 


The Bahamas does not have a formal publicized development plan 
but its development plans are aimed at alleviating the housing 
shortage particularly in Grants Town (a section of Nassau), up- 
grading health facilities, developing agriculture through credit 
and marketing; and the development of fishing fleets, fish storage 
and processing plants. 


INVESTMENT OUTLOOK: The Government continues to recognize the 
necessity Of diversifying its economy. In early 1979 Prime Min- 
ister Pindling, with a group of officials toured Europe to court 
foreign investors. However, because of the lack of a sustained 
effort with sufficient resources, and the perceived disincentives 
and bureaucratic red tape The Bahamas has not been very successful 
in attracting foreign investment, particularly in the industrial 
sector. In the last three years there has been only one new 
major chemical industry enticed to The Bahamas while two major 
industries have folded. Because of the worldwide recession at 
least two other major industries are experiencing financial diffi- 
culties and one of those firms may not survive. 
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The need to diversify the economy is compounded by the fact that 
unemployment is one of the most serious problems facing The Baha- 
mas. Its 3.8 percent annual rate of population growth is much 
higher than that of Jamaica, Barbados, Trinidad or Haiti. Fifty 
percent of the population is under the age of 20 which will require 
that there be an increasing growth rate of job opportunities. A 
study done for the Government says The Bahamas needs to create 
7,200 jobs per year to bring unemployment down to 12 percent. The 
unemployment problem is no doubt contributing to the increase in 
violent crime. 


The foreign investment outlook should be good now that the Govern- 
ment is considering the establishment of foreign industrial free 
zones in Nassau and the Family Islands especially if it modifies 
the perceived disincentives. The Grand Bahama industrial free 
zone will continue to have an advantage since it is already in 
place and has the necessary infrastructure, plenty of potable 
water, plus a fine port. Industrial growth in Grand Bahama would 
help alleviate the unemployment problem in Nassau and the other 
Family Islands since skilled and unskilled workers would flood 
there to take advantage of employment opportunities. The "spin 
off" service industries which would arise as a result of a growth 
of industrial employment would provide further business opportu- 
nities for Bahamian entrepreneurs and provide additional employ- 
ment opportunities. Industrial growth in Grand Bahama or Andros 


(which has the potential but not the necessary infrastructure or 
amenities) would help alleviate the growing social problems in 
Nassau and ease the burden on its taxed resource. Potable water, 
sewerage, the telephone system, roads, and other services are 
already strained in Nassau. 


Foreign investment opportunities in the tourist sector will con- 
tinue to exist because of the proximity of The Bahamas to the 
United States. The existing industrial free zone and the planned 
zones will offer opportunities for offshore industries taking 
advantage of GSP or the Caribbean Basin Initiative if it becomes 
a reality. Although The Bahamas is not a low wage area such as 
other countries in the Caribbean Basin it does have a highly edu- 
cated work force and a very productive one. Investment opportu- 
nities for final assembly and packaging industries for many items 
consumed locally such as paper products, towelling, dry foods is 
an obvious one. Assembly operations for electronic components 
and electronic goods such as those operating in Asia would also 
be feasible. The Bahamas is particularly well suited for inter- 
national sub-contracting operations such as garment manufacturing 
to take advantage of local sewing skills, lower wage rates than 
those of the United States and the higher productivity than other 
Caribbean countries. These types of industries would be parti- 
cularly well suited for Nassau and would help ease the unemployment 
problem. 
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Foreign and local investors in The Bahamas benefit from the coun- 
try's tax haven status. There are no corporate, capital gains, 
profits or personal income taxes. Other incentives for investors 
are offered through the Industries and Hotel Encouragement Acts. 
These grant relief from import duties for plant machinery, tools, 
equipment, raw materials, and in the case of hotels, the materials 
and furnishings imported for starting a hotel. 


The Ministry of Economic Affairs should be the initial point of 
contact for foreign investment proposals and clarification of 
current Government policies regarding lease or purchase of land, 
Bahamianization, and work permits. Its address is: P.O. Box 
N-4596, Nassau, Bahamas. Telephone: (809) 322-8064/5. The 
Minister for Economic Affairs is The Honorable Alfred T. Maycock. 


The American Embassy postal address is P.O. Box N-8197, Nassau, 
Bahamas. Telephone (809) 322-1181. 


t% U. S. GOVERNMENT PRINTING OFFICE: 1983—381-007/59 











